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URBAN  BUSINESS  PROFILE 
Beauty  Shops 

(SIC  7231) 
I.  RECOMMENDATION 

The  beauty  care  industry  is  among  the  fastest  growing  service  in- 
dustries in  the  United  States  but  is  also  characterized  by  one  of  the 
highest  industry  failures.  The  reason  for  this  is  that  beauty  shops,  or 
"salons/'  are  usually  very  small  in  size  and  cater  to  a  limited  and  de- 
manding clientele.  A  few  dissatisfied  customers  can  have  wide-rang- 
ing ill  effects  on  the  business. 

Consequently,  while  beauty  shops  are  good  investments  under  the 
proper  conditions,  the  entrepreneur  must  approach  the  venture  with 
caution.  Unless  the  manager  can  attract  qualified  and  personable 
stylist  employees,  chances  of  success  are  limited.  If  a  good  staff  is 
lined  up  and  proper  marketing  analysis  and  planning  precedes  the 
venture,  however,  chances  of  success  and  a  good  return  on  invest- 
ment are  relatively  high. 

The  shop  should  be  planned  and  located  only  after  the  client  pop- 
ulation is  defined  and  carefully  analyzed  with  respect  to  current  con- 
sumer patterns.  While  a  successful  existing  firm  has  an  initial 
competitive  edge,  there  will  always  be  women  willing  to  try  new  es- 
tablishments. If  these  trial  customers  are  satisfied,  the  word  will 
spread  quickly,  and  a  market  of  regular  clients  should  soon  develop. 

Initial  venture  capital  will  run  between  $10,000  and  $20,000  for 
medium-sized  establishments  (3  to  6  operators).  Stylists  can  be  found 
through  industry  sources,  beauty  schools,  employment  agencies,  or 
classified  advertisements. 

The  beauty  care  industry  is  one  of  the  few  in  which  a  well-defined 
minority  market  segment  can  be  identified.  Minority-owned  beauty 
salons  tend  to  have  an  advantage  in  serving  members  of  their  own 
community,  and  the  rapidly  increasing  beauty  consciousness  in  the 
minority  population  provides  a  strong  basis  of  support  for  the  opera- 
tions of  a  well-planned  and  operated  salon  catering  to  this  group's 
needs. 
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II.  DESCRIPTION  OF  THE  BUSINESS 

A.  Identification 

A  beauty  shop  is  any  establishment  primarily  engaged  in  offering 
services  to  women  involving  hair,  facial,  hand,  and  nail  treatment. 
While  primarily  providing  services,  some  retail  activities  are  in- 
cluded. In  most  shops  wig  sales,  for  example,  are  a  new  revenue 
generator. 

Beauty  shops  are  classified  for  statistical  purposes  as  Standard  In- 
dustrial Classification  (SIC)  723  (and  as  SIC  7231  on  the  four-digit 
level).  Included  in  SIC  723  are  establishments  that  offer  both  beauty 
services  for  females  and,  secondarily,  barber  services  for  males.  This 
profile,  however,  is  restricted  to  the  female-oriented  services,  which 
constitute  the  bulk  of  activities  within  this  general  classification. 

B.  Dimensions 

There  has  been  a  steady  growth  in  the  beauty  care  industry  in  the 
United  States  during  the  past  decade.  The  following  statistics  from 
the  Census  of  Manufactures  illustrate  this  growth: 

Number  of  Total  Number  of  Total 

Year  establishments  receipts  employees  payroll 

1958  110,395  $1,028,077,000  140,336  $342,053,000 

1963  151,720  $1,617,959,000  203,738  $572,910,000 

1967  179,209  $2,354,398,000  255,037  $943,298,000 

During  this  period,  1958-1967,  growth  was  common  to  all  parts  of 
the  United  States.  Only  two  States,  Delaware  and  Montana,  have  ex- 
perienced a  decrease  in  the  number  of  beauty  establishments — and 
in  both  cases,  total  beauty  shop  revenues  continued  to  rise  despite 
the  decrease  in  establishments. 

More  recent  data  suggest  that  the  growth  trend  has  continued  be- 
yond 1967.  A  Bank  of  America  report  on  beauty  salons  indicated  that 
in  1969  there  was  a  9.5  percent  increase  in  sales  over  1968  and  an 
8.2  percent  increase  in  employees  over  this  same  year  period  as  com- 
pared to  annual  rates  of  roughly  11  percent  in  sales  and  6  percent  in 
employment  for  both  the  1958-1963  and  1963-1967  periods,  as  illus- 
trated in  the  table  above. 

Using  these  rates  as  a  basis,  the  beauty  shop  industry  (as  defined 
by  SIC  723)  in  the  United  States  was  in  1971  a  $31/2  billion  per  year 
business,  employing  over  300,000  individuals  in  some  200,000  estab- 
lishments. Over  half  of  these  establishments  are  small  proprietorships 
with  no  paid  employees.  Of  those  with  employees,  the  majority  are 
single  proprietorships  with  two  or  three  employees  on  the  payroll. 


C.  Characteristics 

7.  Nature  of  the  Product 

Women  frequent  beauty  shops  for  the  purpose  of  becoming  better 
groomed  and  consequently  more  attractive.  Also  the  beauty  shop 
often  serves  as  a  social  meeting  place  where  weekly  or  monthly  in- 
formation is  exchanged  with  other  regular  customers  or  with  the 
staff. 

The  services  offered  include  a  wide  spectrum  of  hair,  facial,  hand, 
and  nail  treatment.  Among  the  more  common  services  are  hair  and 
scalp  conditioning,  hair  shampooing,  dyeing  or  tinting,  cutting,  set- 
ting, and  styling;  facials  and  makeup,  nail  filing  and  polishing;  and 
hairpiece  sales  and  care.  Hairdressing  and  manicures  have  typically 
accounted  for  the  largest  portion  of  receipts  over  the  years. 

For  the  most  part,  beauty  shop  services  are  required  by  their 
clients  on  a  regular  basis.  There  is  in  addition  a  sizeable  number  of 
clients  who  frequent  beauty  shops  only  on  special  occasions  (before 
a  wedding,  dance,  or  similar  event),  choosing  to  use  home  care  at 
other  times.  However,  most  customers  are  regular  beauty  shop  users 
who  visit  the  shop  weekly  or  every  2  weeks. 

Prices  for  beauty  shop  services  vary  widely  from  establishment  to 
establishment,  and  sometimes  even  from  stylist  to  stylist  within  the 
same  establishment.  For  example,  the  price  of  a  haircut — which  takes 
relatively  little  time  and  minimal  supplies  and  equipment — can  range 
from  $2  to  $8  or  more.  Price  ranges  are  determined  primarily  by  the 
skill  and/or  reputation  of  the  stylist;  customer-type  (income  level 
primarily),  time  to  complete  service,  cost  of  supplies  and  equipment, 
and  market  considerations  (such  as  price  lists  of  competitors). 

The  higher  priced  services,  such  as  permanent  waving  or  hair  col- 
oring (ranging  from  $15  to  $25  and  up),  are  required  on  a  less  fre- 
quent basis  by  regular  customers  than  are  the  lower  priced  services 
(shampoo  sets,  for  example,  at  $5  to  $7  and  up)  which  are  required 
weekly  or  every  2  weeks. 

Many  salons  complement  their  service  sales  by  selling  beauty 
products  as  well.  Some  offer  more  specialized  services  such  as  elec- 
trolysis for  removal  of  unwanted  facial  and/or  body  hair  and 
makeup  treatments.  Others  compete  with  department  stores  and 
specialty  shops  by  offering  a  full  line  of  wigs  and  accessories  (wig 
stands,  cleaners,  special  combs  and  brushes).  However,  no  more 
than  15  percent  of  all  beauty  shops  offer  this  wide  assortment  of 
services — most  focus  almost  wholly  on   hair  treatment  and  styling. 


2.  Nature  of  the  Customer 

Virtually  all  women  desire  some  continuous  form  of  hair  grooming 
and/or  treatment.  They  have  three  alternatives:  (1)  do  it  themselves, 
(2)  have  relatives  or  friends  do  it,  and/or  (3)  seek  professional  serv- 
ices. The  decision  to  take  the  latter  route — to  seek  professional  serv- 
ices either  by  going  to  beauty  shops  or,  in  rarer  cases,  by  having 
beauticians  come  to  them — is  based  upon  such  considerations  as 
availability  of  time,  income,  desire  for  expert  services,  lack  of  house- 
hold alternative  (e.g.,  no  appropriate  product  on  the  market),  and 
extent  of  interest,  trust,  or  patience  in  home  treatment. 

Accordingly,  the  best  source  of  customers  for  beauty  shops  are, 
first,  middle-aged  and  elderly  housewives  who  have  time  and 
money,  and  are  extremely  sensitive  about  their  changing  hair  and  fa- 
cial features,  and,  second,  working  women  who  have  their  own  in- 
comes, a  need  to  look  well  groomed  at  all  times,  and  who  don't 
want  the  burden  of  home  grooming  added  to  their  already  full  week 
of  activities.  In  an  attempt  to  concentrate  on  younger  clientele,  some 
beauty  shops  have  gone  "mod,"  employing  wild  posters,  rock  music, 
and  occasionally  combining  beauty  services  with  retail  sales  of  wom- 
en's clothes  and  accessories  (the  so-called  "boutique  treatment"). 

One  major  determinant  of  each  salon's  customer  mix  is  its  estab- 
lished policy  regarding  appointments.  There  are  recognized  advan- 
tages and  corresponding  disadvantages  to  maintaining  a  standing  list 
of  appointments.  On  the  plus  side,  a  fully  booked  schedule  of  regu- 
lar customers  means  a  steady  income  from  these  regular  patrons, 
fewer  telephone  calls  and  appointment  changes,  less  style  changes 
and  learning  problems,  less  idle  time,  and  a  more  congenial  atmos- 
phere. On  the  other  hand,  the  full  book  generally  consists  primarily 
of  low-profit  services  (sets,  manicures,  etc.)  and  may  result  in  a  less 
challenging  and  more  routine  operation  with  little  or  no  chance  to 
increase  profits  by  serving  new  patrons.  Accordingly,  a  common 
strategy  is  for  new  shops  and/or  new  stylists  to  begin  by  permitting 
customers  to  book  time,  but,  upon  establishing  a  reputation  and  a 
sound  customer  following,  to  reverse  the  booking  policy  and  sched- 
ule customers  according  to  the  time  and  workload  desired  by  the 
shop  or  stylist.  This  results  in  a  more  interesting  schedule  of  services, 
combining  profitable  and  less  profitable  items  and  permitting  open 
time  blocks  for  new  patrons. 

The  location  of  the  beauty  shop  will  depend  upon  the  target  pop- 
ulation being  served  and  also  upon  the  strategy  adopted  regarding 
customer  scheduling.  Women  often  combine  the  beauty  shop  trip 
with  other  shopping  chores,  and  consequently  the  location  of  the 
shop  in  proximity  to  shopping  areas  is  considered  highly  desirable. 


Consequently,  beauty  shops  are  found  in  most  shopping  centers.  In 
such  cases,  the  shop  may  have  an  "exclusivity  clause"  within  its 
lease,  restricting  the  presence  of  competing  businesses  such  as  wig 
and  cosmetic  shops.  Further,  a  beauty  shop  in  a  shopping  center  that 
does  not  accept  appointments  may  be  able  to  negotiate  a  higher  fa- 
vorable lease  on  the  basis  that  customers  may  fill  their  waiting  time 
frequenting  the  surrounding  shops.  Other  common  locations,  in  ad- 
diton  to  shopping  centers,  are  hotels,  apartment  house  complexes, 
and  downtown  office  districts. 

3.  Staffing  Needs  and  Skills 

The  beauty  operator  must  possess  skills  in  shampooing,  cutting, 
setting,  styling,  straightening,  permanent  waving,  bleaching,  and  tint- 
ing, and  in  giving  manicures,  pedicures,  scalp  and  facial  treatments, 
makeup  analysis,  and  in  eyebrow  shaping.  A  knowledge  of  the 
cleaning  and  styling  of  wigs  and  falls  is  becoming  more  necessary  as 
well. 

Operators  in  beauty  salons  must  be  licensed  by  the  Board  of  Cos- 
metology in  each  State.  To  be  eligible  for  licensing  a  prospective  op- 
erator must  possess  a  diploma  from  an  accredited  beauty  school. 
Licensing  is  contingent  upon  passing  the  State  board  examination, 
meeting  age  requirements  (usually  16  years  of  age),  provision  of 
certification  of  good  health  and  having  completed  the  minimum  years 
of  required  formal  schooling  (ranging  from  grades  8  to  12,  depending 
on  the  State).  Cosmetology  laws  in  most  States  require  that  an  opera- 
tor have  at  least  1  year  of  experience  before  opening  or  managing  a 
beauty  salon.  Completion  of  a  State-approved  cosmetology  course  (6 
months  to  a  year)  is  recognized  as  adequate  preparation  for  the  ex- 
amination in  most  States;  sometimes  this  can  be  substituted  for  a 
period  of  apprenticeship. 

The  majority  of  beauty  shops  are  proprietorships  with  no  paid  em- 
ployees. The  shops  with  employees  generally  have  no  more  than 
three  or  four  beauty  operators,  although  much  larger  shops  do  exist. 
Operators  may  secure  different  types  of  arrangements  with  the  shop 
owner.  In  most  cases,  their  salaries  will  be  based  upon  a  percentage 
of  their  total  service  sales.  A  minimum  guaranteed  weekly  income 
may  also  be  set.  The  usual  commission  paid  to  an  operator  is  50  per- 
cent to  60  percent  of  sales.  Inexperienced  stylists  will  generally  ac- 
cept a  lower  rate  at  first.  A  few  owners  permit  operators  to  act  as  in- 
dependent agents  who  rent  a  station  in  the  shop  for  a  fee  and/or  a 
commission.  In  such  cases,  the  operators  generally  furnish  their  own 
supplies.  Weekly  earnings  for  beauty  operators  range  from  $80  to 
$100  for  beginning  operators  to  $300  and  up  for  top  stylists. 


In  larger  shops,  auxiliary  staff  may  also  be  required.  Such  staff 
might  include  a  shampoo  girl,  manicurist,  electrologist,  receptionist 
(who  may  also  handle  retail  sales),  and  maintenance  help.  Some  sal- 
ons keep  a  minimum  full-time  staff  and  increase  personnel  on  the 
busiest  days — Thursdays,  Fridays,  and  Saturdays.  Specialists  such  as 
a  manicurist  and  electrologist  are  paid  either  on  the  same  percent- 
age basis  as  stylists  or  on  the  basis  of  concession  arrangements.  A 
shampoo  girl  must  be  a  licensed  cosmetologist  in  most  States,  but 
she  is  likely  to  be  either  a  stylist  just  starting  out  or  an  older  opera- 
tor who  is  not  skilled  in  recent  styling  techniques.  Receptionists  re- 
ceive a  flat  salary  (around  $100  per  week)  or  may  work  for  commis- 
sions from  retail  sales.  Maintenance  staff  are  paid  by  the  hour  at  a 
minimum  wage  level. 

The  major  advantage  of  a  full-service  auxiliary  staff  is  that  stylists 
can  be  freed  to  engage  in  the  more  lucrative  services  while  the  more 
basic  and  smaller  revenue  producing  services  are  performed  by  less 
expensive  staff.  In  only  relatively  few  shops,  however,  is  there  suffi- 
cient volume  to  permit  such  economies  of  scale. 

4.  Competition  and  Marketing 

The  success  of  a  beauty  shop  rests  squarely  on  satisfying  the  per- 
ceived needs  of  the  client.  If  a  customer  is  satisfied  with  the  service 
she  receives,  she  will  continue  to  frequent  the  establishment  on  a 
regular  basis.  Moreover,  she  will  serve  as  the  single  most  effective 
form  of  advertisement  for  the  shop  ("Where  did  you  get  your  hair 
done?  It  looks  terrific!.  .  .").  On  the  other  hand,  if  she  is  not  satisfied 
with  the  services  received,  she  will  be  certain  to  mention  this  to 
friends  and  associates.  The  negative  consequences  can  be  significant. 

It  has  been  found  (by  the  National  Hairdressers  and  Cosmetolo- 
gists Association  as  a  consequence  of  the  collective  experience  of  its 
members)  that  women  will  accept  poor  workmanship  much  quicker 
than  bad  treatment  in  the  shop.  Thus,  customer  relations  is  of  even 
greater  importance  than  quality  of  services  in  securing  and  maintain- 
ing a  contented  and  growing  clientele. 

Beauty  shops  typically  compete  on  the  basis  of  service,  quality, 
price,  and  image.  The  customers  of  a  given  beauty  shop  tend  to  be 
of  a  more  homogeneous  nature  than  in  most  other  service  establish- 
ments. The  reason  for  this  is  that  most  stylists  tend  to  favor  certain 
hair  styles  and  other  beauty  aids.  Consequently  their  client  groups 
quickly  define  themselves  as  those  women  who  prefer  this  range  of 
styles.  More  often  than  not,  the  style  range  will  be  more  common 
among  certain  groups  of  women  than  others  (the  young,  the  middle 
class,  housewives,  office  workers,  the  wealthy,  the  country  club  set, 
etc.).  Shop  decor  and  the  price  list  also  reflect  customer  range. 


While  customer  recommendations  are  the  best  form  of  advertise- 
ment, it  is  usually  recommended  by  industry  experts  that  between 
V/i  percent  and  3  percent  of  total  sales  be  utilized  for  advertising, 
with  perhaps  5  percent  being  spent  in  the  initial  year  of  operation. 
Direct  neighborhood  mailing  has  generally  proven  to  be  more  effec- 
tive than  television  or  radio  spots.  Contributing  free  hairdos  for 
school,  church,  and  fashion  shows  and  for  local  theatrical  produc- 
tions— with  an  accompanying  credit  line  in  the  program — is  also  a 
typically  effective  method  of  advertising.  Product  distributors  and 
manufacturers  will  sometimes  contribute  advertisement  funds  or  ma- 
terials to  the  shop  in  behalf  of  their  product  lines.  Beauty  shops  in 
shopping  centers  may  be  required  to  contribute  to  a  tenant  associa- 
tion which,  in  turn,  will  handle  all  advertisements  for  the  entire 
complex.  Offering  free  introductory  services  (such  as  haircuts)  or  re- 
duced introductory  prices  to  newcomers  to  the  area  through  organi- 
zations like  "Welcome  Wagon"  will  also  help  attract  new  customers. 

Chains,  especially  those  in  department  stores,  and  franchise  opera- 
tions are  growing  in  numbers  and  in  the  volume  of  business  they  do. 
Even  though  at  present  they  constitute  less  than  10  percent  of  the 
country's  beauty  shops,  they  present  the  independents  with  their 
major  competitive  threat.  These  big  business  salons  achieve  high 
sales  either  by  using  the  "assembly-line"  system  of  budget  salons  or 
charging  high  prices  in  luxury  salons  noted  for  their  chic.  Franchised 
operations  are  often  given  preferential  consideration  in  shopping 
center  developments. 

The  small  salon  also  has  competition  from  home  beauty  products 
— although  national  advertising  can  help  increase  salon  sales  by  in- 
troducing women  to  new  beauty  aids  and  making  them  more  beauty 
conscious.  More  than  a  few  women  have  come  to  the  beauty  salon 
after  damaging  their  hair  by  misusing  home  products. 

5.  Ease  of  New  Firm  Entry 

All  States  require  that  a  beauty  salon  manager  be  a  licensed  cos- 
metologist and  hairdresser.  However,  the  requirements  for  securing 
such  a  license  vary  from  State  to  State  and  are  obtainable  from  the 
bureau  of  licenses  in  each  State  and  city.  Locational  requirements  in 
relation  to  health  and  zoning  regulations,  as  well  as  specifications  of 
equipment  conditions,  may   make  difficult  securing  a  specific  site. 

In  addition  to  the  initial  capital  investment  of  between  $1,500  and 
$10,000  depending  on  size  and  decor,  a  cash  reserve  will  be  neces- 
sary to  meet  preoperating  expenses,  including  advertising,  legal  serv- 
ices, and  advance  rent.  The  cash  reserve  must  be  large  enough  to 
cover  both  business  and  personal  expenses  until  the  business  is  on  a 


paying  basis.  The  minimum  time  for  achieving  profitable  operations 
is  estimated  to  be  about  3  to  4  months.  July  and  August  are  consid- 
ered the  slowest  months  in  which  to  open  a  new  salon,  unless  the 
location  is  a  resort  area. 

Since  there  is  a  high  turnover  rate  in  beauty  shops,  the  prospective 
owner  might  consider  buying  an  existing  salon  rather  than  starting 
from  scratch.  An  existing  shop  should  have  the  proper  electrical  wir- 
ing and  plumbing  and  the  necessary  equipment.  However,  the  buyer 
should  be  careful  to  investigate  why  the  shop  is  being  sold.  Was  it 
so  successful  that  the  owner  wanted  to  enlarge  or  was  he  discour- 
aged by  the  lack  of  business?  He  should  also  find  out  whether  any 
of  the  employees  will  stay  on;  if  they  leave,  many  of  the  present 
customers  may  go,  too. 

Minority-owned  and  operated  beauty  shops  are  quite  common  in 
minority  neighborhoods.  The  ability  to  develop  such  an  establish- 
ment in  an  all-white  or  racially  mixed  area  will  depend  upon  prevail- 
ing racial  attitudes  rather  than  on  economic  or  other  institutional 
factors. 

6.  Capital  requirements  and  Financing 

The  amount  of  initial  capital  investment  (or  startup  costs)  required 
to  begin  a  new  beauty  salon  is  dependent  upon  the  target  market, 
the  types  of  services  to  be  performed,  and  the  number  of  operators 
to  be  employed.  At  a  minimum,  a  shop  selling  to  a  lower  income 
group  will  require  from  $1,600  to  $1,800;  one  servicing  a  middle  in- 
come group  may  need  from  $2,000  to  $3,000;  and  a  luxury  type 
shop  from  $5,000  to  $10,000  and  up.  The  largest  single  cost  factor  in 
the  beginning  will  be  the  equipment,  including  shampoo  sinks,  styl- 
ing chairs,  curler  stands,  dryers,  and  mirrors.  This  equipment  usually 
costs  $1,000  per  station  and  may  be  purchased  on  installment. 

In  addition,  inventories  for  the  retail  sales  of  beauty  products 
and/or  wigs  and  accessories  as  required  must  be  added  to  the  total 
cost.  A  typical  wig  room  with  display  cases  and  counter  can  run  an 
additional  $500  to  $1,000. 

Typical  operating  costs  include  the  following. 

a.  Rent,   utilities,  telephone,   insurance   (6   percent  to   10   per- 
cent of  sales). 

b.  Salaries  (50  percent  to  60  percent  of  sales). 

c.  Initial  advertising  (5  percent  of  sales). 

d.  Improvements    in    space,    including    plumbing,    electricity, 
painting,  and  sign  costs  (5  percent  to  10  percent  of  sales). 
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e.  Supplies  for  shop  use  (7  percent  to  10  percent  of  sales). 

f.  Reserve  fund  (5  percent  of  sales). 

Financing  may  be  accomplished  through  the  use  of  equity,  com- 
mercial bank  loans  under  Small  Business  Administration  guarantees, 
and  occasional  minority  business  financing.  An  excellent  guide  to 
local  sources  of  financial  and  technical  aid  is  the  Directory  of  Private 
Programs  Assisting  Minority  Business,  Office  of  Minority  Business  En- 
terprise, U.S.  Department  of  Commerce,  1970. 

Franchise  operations  are  growing  in  importance  in  the  industry 
and  now  account  for  almost  10  percent  of  all  establishments.  The 
franchise  fee  entitles  the  entrepreneur  to  several  advantages  (such  as 
use  of  company's  name,  preferential  treatment  in  seeking  locations, 
training  programs,  access  to  suppliers,  etc.),  which  in  turn  should  aid 
the  entrepreneur  in  securing  financial  backing. 


7.  Profitability  and  Risk 

Beauty  shops  have  been  able  to  raise  their  prices  on  a  regular 
basis  throughout  the  past  decade  to  more  than  compensate  for  in- 
creasing costs  of  operation.  The  average  gross  margin  for  the  indus- 
try is  between  20  percent  and  35  percent  of  total  sales.  Franchise  op- 
erations are,  on  the  average,  even  more  profitable. 

A  high  turnover  rate  of  establishments  during  the  1960's,  coupled 
with  the  rapid  growth  of  the  industry  as  a  whole,  suggest  that  while 
beauty  shop  operations  can  be  highly  profitable  for  successful  entre- 
preneurs, the  risks  are  great.  Success  is  linked  directly  to  satisfying 
the  consumer  through  both  quality  of  service  and  courteous  delivery 
of  these  services.  A  few  dissatisfied  customers  can  literally  destroy 
the  market  for  the  establishment.  Consequently,  the  failure  rate  is 
high.  The  risk  can  be  minimized  substantially  by  selecting  qualified 
and  experienced  beauty  operators  and  by  taking  all  measures  possi- 
ble to  insure  that  every  customer  is  well  treated. 


8.  Dependence  on  Economic  Conditions 

Historically,  the  beauty  shop  business  has  been  relatively  resistant 
to  general  economic  trends.  Recepits  have  declined  noticeably  dur- 
ing periods  of  general  economic  slowdown  only  in  those  shops  pri- 
marily serving  the  lowest  income  groups.  Further,  retail  sales  of  cos- 
metic products  do  not  decline  significantly  during  periods  of  general 
economic  recession.  This  would  suggest  that  beauty  services  and 
products  are  considered  by  women  to  be  relatively  indispensable. 


III.  ANALYSIS  OF  BUSINESS  FEASIBILITY 

A.  Review  of  Key  Factors 

The  following  factors  are  essential  to  successful  development  of  a 
profitable  beauty  shop: 

1.  Market 

As  a  general  rule  of  thumb,  a  total  population  of  roughly  1,000 
persons  is  required  to  support  a  shop.  The  actual  client  group  of  a 
given  beauty  shop  will  tend  to  be  relatively  homogeneous.  Clients 
will  usually  reside  in  the  same  general  locale  and  belong  to  the  same 
general  socioeconomic  group.  They  are  also  likely  to  be  further  de- 
fined by  life-style. 

2.  Location 

Proximity  to  the  client  group  is  the  overriding  locational  determi- 
nant. Within  this  framework,  a  preferable  location  is  one  with  good 
accessibility  and  visibility  (such  as  a  major  shopping  street  or  shop- 
ping center),  preferably  on  the  ground  floor.  Plenty  of  parking  near 
the  shop  is  considered  a  must.  Locations  near  other  shopping  facili- 
ties are  desirable. 

3.  Site  Requirements 

The  space  required  for  a  beauty  shop  will  average  100  to  150 
square  feet  per  operator.  This  space  requirement  will  allow  for  re- 
ception areas  and  storage.  Wig  rooms,  coloring  rooms,  and  retail 
sales  areas  (including  boutiques)  will  require  additional  space. 

Beauty  care  equipment  places  heavy  demands  on  plumbing  and 
electricity,  and  the  building  chosen  must  be  able  to  accommodate 
these  utility  needs. 

4.  Complementary  Services 

In  addition  to  the  required  beauty  services,  additional  items  are 
recommended  to  enhance  the  shop:  free  coffee,  food  vending  ma- 
chines, outside  telephone  service,  charge  accounts,  recorded  or 
taped  music,  and  retail  sales  of  beauty  accessories. 

5.  Equipment 

The  basic  equipment  required  to  operate  the  business  will  average 
around  $1,000  per  styling  station  and  include  vanity  and  shampoo 
bowl,  mirror,  styling  chair,  curler  stand,  and  dryer.  Expendable  sup- 
plies will  range  between  7  percent  and  10  percent  of  total  sales. 
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6.  Management 

The  manager  must  first  and  foremost  be  concerned  about  keeping 
the  customers  satisfied.  This  requires  a  sound  working  knowledge  of 
the  business,  an  ability  to  work  well  with  employees,  an  ability  to 
maintain  good  customer  relations  and  to  handle  angry  or  dissatisfied 
customers,  and  good  management  sense  (regarding  inventory  con- 
trol, retail  sales  operations,  hiring  of  additional  employees,  etc.). 
Both  men  and  women  are  found  as  managers  of  successful  beauty 
salons. 

7.  Work  Force 

Beauty  shops  are  very  labor  intensive,  with  salaries  generally  ac- 
counting for  between  50  percent  to  60  percent  of  total  revenues.  It 
is  the  stylists  and  beauty  operators  who  attract  most  customers  and 
cause  them  to  frequent  the  establishment  on  a  regular  basis.  There 
are  few  economies  of  scale  for  smaller  operations.  However,  the 
larger  beauty  shops  can  permit  staff  specialization  and  service  differ- 
entiation in  order  to  free  the  best  stylists  from  routine  functions  to 
concentrate  on  the  higher  priced  services.  The  number  of  operators 
will  depend  upon  market  demand — there  is  no  optimum  size. 

In  addition  to  beauty  operators,  larger  shops  will  maintain  a  re- 
ceptionist and  possibly  a  maintenance  worker.  Part-time  staff  may  be 
employed  during  the  peak  period  (Thursdays  through  Saturdays). 

B.  Special  Factors  for  New  Minority  Ventures 

There  are  no  known  industrial  barriers  acting  to  prevent  minority 
ownership  of  beauty  shops.  Beauty  shops  are  highly  market-oriented, 
and  there  are  both  a  growing  demand  for  beauty  services  among 
minority  consumers  and  a  general  acceptance  of  minority-owned  and 
managed  beauty  shops.  Consequently,  any  beauty  shop — white  or 
non-white  owned — that  provides  high  quality  service  should  be  able 
to  locate  a  favorable  market  area  to  serve. 

Because  of  the  high  turnover  of  shops,  a  possibly  attractive  way  to 
begin  a  new  venture  is  to  buy  a  shop  about  to  close.  The  conditions 
leading  to  the  closure  should,  of  course,  be  investigated  in  detail  be- 
fore making  such  a  move.  Beauty  salon  failure  due  to  poor  service 
will  usually  not  seriously  hinder  a  totally  new  operation  locating  in 
the  same  facility  with  a  new  name  and  new  operators. 

C.  Projections  of  Attainable  Returns  on  Investment 

Representative  projections  of  revenues  and  profits  attainable  are 
furnished  for  three  common  sizes  and  types  of  beauty  shops:  a  single 
proprietorship  with  no  employees,  a  proprietorship  with  three 
beauty  operators,  and  a  franchised  operation  with  six  operators. 
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One-person  Operation 

Revenues 

Beauty  services   $15,000 

Retail   sales    0 

Total  revenues $15,000         100% 

Operating  expenses 

Rent    $  1,500 

Supplies    1,400 

Advertising     400 

Laundry  rental  service 200 

Utilities     500 

Maintenance  and  repairs 200 

Other  (licenses  and  taxes, 

insurance,  accounting  fees,  etc.).  .  1,000 

Total  operating  expenses $  5,200  35% 

Gross  operating  profit $  9,800  65% 

Other  expenses  (equipment, 

depreciation,  and  interest)    $      750 

Net  profit  before  taxes $  9,050  60% 

(before  owner's  compensation) 

Proprietorship  With  Three  Beauty  Operations  (including  owner) 

Revenues 

Beauty  services   $40,000 

Retail   sales    2,000 

Total  revenues $42,000         100% 

Operating  expenses 

Salaries  and  wages $21,000 

Rent    3,600 

Supplies    3,700 

Advertising 1 ,800 

Laundry  rental  service 700 

Utilities .1,500 

Maintenance  and  repairs 500 

Other    800 

Total  operating  expenses    ....  $33,600  80% 

Gross   operating   profit    $  8,400  20% 

Other  expenses  . $  2,400 

Net  profit  before  taxes   $  6,000  14.3% 
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3.    Franchisee!  Operation  With  Six  Beauty  Operators  (including  owner) 

Revenues 

Beauty  services   $80,000 

Retail  sales 5,000 

Total    revenues    $85,000         100% 

Operating  expenses 

Salaries   and   wages    $40,000 

Rent    7,200 

Supplies    8,100 

Franchise    fees    6,000 

Advertising     2,400 

Laundry  rental  service   1,000 

Utilities 3,200 

Maintenance  and  repairs 1,000 

Other    2,600 

Total  operating  expenses    ....  $71,500           84.1% 

Gross   operating   profit    $13,500           15.9% 

Other  expenses    $  3,000 

Net   profit   before   taxes    $10,500           12.4% 


IV.  SUMMARY:  ESTABLISHING  THE  BUSINESS 

A.  Approaching  the  Market 

In  determining  where  to  set  up  a  beauty  shop,  the  overriding  con- 
sideration is  to  be  reasonably  accessible  to  the  target  client  group.  In 
turn,  the  target  group  should  be  selected  on  the  basis  of  perceived 
divergence  between  demand  and  available  services.  In  this  latter  re- 
gard, a  detailed  analysis  of  (1)  the  services  offered  by  competition 
and  (2)  the  dominant  client  group  of  existing  establishments  in  each 
alternative  location  should  be  undertaken. 

Upon  determining  the  target  client  group  to  be  served  and  the 
general  locale,  a  detailed  analysis  of  alternative  sites  should  be  un- 
dertaken. Special  consideration  should  be  given  to  sites  near  shop- 
ping centers  that  offer  adequate  parking. 

In  the  actual  planning  of  the  facility,  the  decor,  complementary 
services,  and  the  price  list  should  be  designed  with  the  target  client 
group  specifically  in  mind.  Stylists  should  be  recruited  on  the  basis 
of  their  interest  in  creating  styles  and  providing  beauty  services  for 
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the  target  group.  In  the  case  of  a  franchisee!  operation,  the  franchi- 
see will  help  with  both  the  shop  layout  and  the  hiring  of  personnel, 
as  well  as  in  setting  up  books  and  records. 

There  are  several  options  open  to  a  new  firm  wishing  to  introduce 
itself  to  the  general  public  and  particularly  to  its  target  population. 
Placing  a  large  advertisement  in  a  neighborhood  shoppers'  newspa- 
per is  generally  a  good  investment.  A  mimeographed  letter  announc- 
ing the  opening  might  also  be  sent  profitably  to  selected  addresses 
(neighborhood  associations  may  exist  and  will  have  names  and  ad- 
dresses for  their  areas).  Radio  and/or  television  spots  are  costly,  but 
do  reach  sizeable  numbers  of  persons.  In  the  case  of  a  shopping 
center  location,  the  announcement  of  the  opening  probably  will  be 
handled  through  the  center's  tenant  association.  In  the  case  of  a 
franchised  operation,  the  franchiser  will  arrange  the  grand  opening 
and  local  advertising  and  may  provide  a  guest  star. 

As  a  longer  term  marketing  project,  reduced  rates  may  be  offered 
to  newcomers  to  the  area  through  the  local  Welcome  Wagon  orga- 
nization. Free  styling  for  fashion  shows  and  local  theatrical  produc- 
tions may  also  be  offered  in  return  for  a  credit  in  the  program.  How- 
ever, as  stated  several  times  already,  the  best  form  of  advertising  is 
through  the  satisfied  customer. 

B.  Facility  and  Capital  Requirements 

As  indicated  above,  roughly  100  to  150  square  feet  of  floor  space 
per  operator  is  required  for  a  typical  beauty  shop.  This  space  re- 
quirement includes  room  for  a  reception  area  and  for  storage.  Wig 
rooms,  coloring  rooms,  and  extensive  retail  sales  areas  will  require 
additional  space,  depending  on  the  scale  of  the  operation.  The 
building  must  be  capable  of  accommodating  the  electricity  and 
plumbing  needs  of  the  shop.  The  land  must  be  appropriately  zoned. 

Equipment  can  be  supplied  by  a  single  supplier.  Installment  terms 
are  available.  Usually  a  one-third  downpayment  (roughly  $400  per 
operator)  is  required.  Furniture,  leasehold  improvements,  initial  ad- 
vertising, and  supplies  may  run  as  high  as  $5,000  for  a  small  four-op- 
erator venture.  Larger  operations  (10  or  more  operators)  will  have 
proportionately  higher  startup  costs. 

A  franchised  operation  will  cost  a  little  more  to  start  than  an  inde- 
pendent operation.  A  franchise  fee  must  be  paid,  plus  future 
monthly  payments  of  between  5  percent  and  10  percent  of  monthly 
sales. 

C.  Financing 

As  indicated  above,  equipment  can  be  purchased  on  installments, 
with  a  one-third  downpayment  typically  required.  Bank  loans  may  be 
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available  to  cover  other  capital  requirements.  A  90  percent  loan 
guarantee  from  the  Small  Business  Administration  will  be  of  assist- 
ance in  obtaining  a  commercial  loan. 

A  franchisee!  operation  should  have  an  easier  time  securing  a  loan. 
The  franchiser  may  be  unwilling  to  offer  a  franchise  to  an  entrepre- 
neur lacking  sound  financial  backing,  however. 

D.  Labor  Force 

As  indicated  above,  the  beauty  shop  operation  is  highly  labor  in- 
tensive. At  least  half  of  the  revenues  are  returned  to  the  operators  as 
salaries  or  owner's  profit  (in  the  case  of  an  owner/operator).  The 
labor  force  performance  is  also  the  single  most  important  marketing 
vehicle.  Accordingly,  selection  of  a  qualified  and  personable  staff  is 
a  sine  qua  non  for  a  successful  venture. 

The  entrepreneur  must  be  sure  that  each  of  his  operators  has  met 
the  requirements  of  the  State's  board  of  cosmetology  or  other  regu- 
latory agency  responsible  for  setting  standards  and  issuing  licenses 
for  hair  stylists.  In  some  States,  other  shop  employees  such  as  mani- 
curists, electrologists,  and  those  who  service  wigs  need  licenses. 
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Associated  Master  Barbers  and  Beauticians  of  America  (AMBBA):  537 
South  Dearborn  Street,  Chicago,  Illinois  60605.  Founded  1924. 
Members,  10,000.  Barber  and  beauty  salon  owners  and  managers, 
school  operators,  supply  dealers,  trade  magazine  publishers,  and 
manufacturers.  Publications:  Master  Barber  and  Beautician  Maga- 
zine, monthly. 
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(OMBE)  AFFILIATE  ORGANIZATIONS 


Albuquerque 
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Boston 
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Roxbury,  Massachusetts  02119 
Bernard  Wiley — Acting  Executive 

Director 
617/427-6333 

Frank  Bispham  (OMBE  Representative) 
617/223-2381 

Chicago 

Chicago  Economic  Development 

Corporation  (CEDC) 
162  North  State  Street,  Suite  600 
Chicago,  Illinois  60601 
231/368-0011 
Garland  Guice,  Executive  Director 
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Bennett  Johnson,  Jr.  (OMBE 
Representative) 

312/353-4460 

NEDA 

537  Dearborn  South 

Chicago,  Illinois  60605 

312/939-2607 

Gilbert  M.  Vega, 

Regional  Vice  President 

Cincinnati 

Determined  Young  Men 

3880  Reading  Road 

Cincinnati,  Ohio  45229 

513/221-0180 

Merven  Stenson,  Executive  Director 

Cleveland 

Greater  Cleveland  Growth  Corporation 

690  Union  Commerce  Building 

Cleveland,  Ohio  44115 

216/241-4313 

Melvin  Roebuck,  Executive  Director 

Minority  Economic  Developers 

Council  (MEDCO) 
10518  Superior  Avenue 
Cleveland,  Ohio  44106 
Armond  L.  Robinson,  Administrator 

Dallas 

Dallas  Alliance  for  Minority  Enterprise 

(DAME) 
7200  North  Stemmons  Freeway 
Suite  1006,  UCC  Tower 
Dallas,  Texas  75222 
214/637-5170 
Walter  Durham,  Executive  Director 

Denver 

Colorado  Economic  Development 

Association  (CEDA) 
1721   Lawrence  Street 
Denver,  Colorado  80202 
303/255-0421 
Edward  Lucero,  Executive  Director 


Detroit 

Inner  City  Business  Improvement 

Forum  (ICBIF) 
6072  -  14th  Street 
Detroit,  Michigan  48208 
313/361-5150 
Walter  McMurtry,  President 

El  Paso 

NEDA 

First  National  Building 
Suite  10B 

109  North  Oregon  Street 
El  Paso,  Texas  79901 
915/533-7423 
Jose  Manuel  Villalobos, 
Regional  Vice  President 

Indianapolis 

Indianapolis  Urban  League 
445  North  Pennsylvania  Street 
Indianapolis,  Indiana  46204 
317/639-5391  or  253-5418 
Sam  Jones,  Executive  Director 

Kansas  City 

Black  Economic  Union  (BEU) 

2502  Prospect 

Kansas  City,  Missouri  64127 

816/924-6181 

Curtis  McClinton,  President 

NEDA 

703  North  8th  Street 

Kansas  City,  Kansas  66100 

913/342-6663 

Richardo  Villalobos, 

Regional  Vice  President 

Los  Angeles 

South  Central  Improvement  Action 

Committee  (IMPAC) 
8557  South  Broadway 
Los  Angeles,  California  90003 
213/751-1155 
Louis  Wilson,  Director 

The  East  Los  Angeles  Community 

Union  (TELACU) 
1 330  South  Atlantic  Boulevard 
os  Angeles,  California  90022 
113/268-6745 
Claude  Martinez, 

Director  of  Development 


NEDA 

5218  East  Beverly  Boulevard 

Los  Angeles,  California  90022 

213/724-6484 

Silvestre  Gonzales, 

Regional  Vice  President 
jack  Wilburn,  Coordinator 
213/824-7691 
Powell  McDaniel  (OMBE 

Representative) 
213/824-7715 

Joseph  Luna  (OMBE  Representative) 
213/824-7715 

Memphis 

Memphis  Business  League  (NBL) 

384  E.  H.  Crump  Boulevard 

Memphis,  Tennessee  39126 

901/574-3213 

Leonard  J.  Small,  Sr.,  Project  Director 

Harold  Jones  (OMBE  Representative) 

901/534-3216 

Miami 

NEDA 

8551  Coral  Way 
Suite  307 

Miami,  Florida  33155 
305/221-5531 
Dr.  Antonio  Machado, 
Regional  Vice  President 

Newark 

MEDIC  Enterprises,  Inc. 
287  Washington  Street 
Newark,  New  Jersey  07102 
201/642-8054 

New  Haven 

Greater  New  Haven  Business  and 
Professional  Men's  Association 
226  Dixwell  Avenue 
New  Haven,  Connecticut  06511 
Gerald  S.  Clark,  Executive  Director 
203/562-3819 

New  York 

Puerto  Rican  Forum,  Inc. 

156  Fifth  Avenue 

New  York,  New  York  10010 

212/691-4150 

Hector  I.  Vasquez,  Executive  Director 
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New  York  (continued) 


Richmond 


Capital  Formation,  Inc. 
215  W.  125th  Street,  Room  313 
New  York,  New  York  10027 
Hirom  C.  Cintron,  Director,  Harlem 

Office 
212/222-9650 

Brooklyn  Local  Economic  Development 

Corporation  (BLEDCO) 
1519  Fulton  Street 
Brooklyn,  New  York  11216 
212/493-1663 
Preston  Lambert,  Executive  Director 

NEDA 

19  West  44th  Street 

Room  407 

New  York,  New  York  10036 

212/687-1128 

David  J.  Burgos, 

Regional  Vice  President 

Philadelphia 

Entrepreneurial  Development 

Training  Center 
1501  North  Broad  Street 
Philadelphia,  Pennsylvania 
215/763-3300 
Alphonso  Jackson,  Director 

Phoenix 

NEDA 

Amerco  Towers 

2721  North  Central 

Suite  727  South 

Phoenix,  Arizona  85004 

602/263-8070 

Joseph  Sotelo, 

Regional  Vice  President 

Pittsburgh 

Business  &  Job  Development 

Corporation  (BJDC) 
7800  Susquehanna  Street 
Pittsburgh,  Pennsylvania  15208 
412/243-5600 
Forrest  L.  Parr,  President 
Marian  Diggs  (OMBE  Representative) 
412/644-5529 


National  Business  League 

700  North  Second  Street 

Richmond,  Virginia  23219 

703/649-7473 

Allen  Roots,  Acting  Project  Director 

San  Antonio 

NEDA 

1222  North  Main  Street 

Kallison  Tower,  Room  422 

San  Antonio,  Texas  78233 

512/224-1618 

Cipriano  F.  Cuerra,  Jr. 

Regional  Vice  President 
Jesse  Rios  (OMBE  Representative) 
512/225-5511 

San  Francisco 

Plan  of  Action  for  Challenging 

Times  (PACT) 
635  Divisadero  Street 
San  Francisco,  California  94117 
415/922-7150 
Everett  Brandon,  President 

Seattle 

United  Inner  City  Development 

Foundation 
1106  East  Spring  St.  -  Xavier  Hall 
Seattle,  Washington  98122 
206/626-5440 
Wilson  Gulley,  Executive  Director 

Washington,  D.  C. 

Mayor's  Economic  Development 

Committee  (MEDCO) 
1717  Massachusetts  Ave.,  N.  W., 

Room  704 
Washington,  D.  C.  20036 
^02/667-6480 
Michael  D.  Wallach,  Director, 

Business  Assistance  Center 
Curley  King  (OMBE  Representative) 
202/967-5051 
Howard  University's  Small  Business 

Guidance  &  Development  Center 
Post  Office  Box  553 
Washington,  D.  C.  20001 
202/636-7447 
Dr.  Wilford  White,  Director 
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Profiles  of  urban  businesses  are  for  sale  at  listed  prices  by  the 
Superintendent  of  Documents,  U.S.  Government  Printing  Office, 
Washington,  D.C.  20402. 


Beauty  Shops  (25  cents) 
Bowling  Alleys  (30  cents) 
Building  Service  Contracting 

(30  cents) 
Children's  and  Infants'  Wear 

(25  cents) 
Contract  Construction  (30  cents) 
Contract  Dress  Manufacturing 

(25  cents) 
Convenience  Stores  (25  cents) 
Custom  Plastics  (30  cents) 
Dry  Cleaning  (25  cents) 


Furniture  Stores  (25  cents) 
Industrial  Launderers  &  Linen 

Supply  (30  cents) 
Machine  Shop  Job  Work  (30  cents) 
Mobile  Catering  (25  cents) 
Pet  Shops  (30  cents) 
Photographic  Studios  (25  cents) 
Real  Estate  Brokerage  (25  cents) 
Savings  &  Loan  Associations 

(30  cents) 
Supermarkets  (30  cents) 
Preparing  a  Business  Profile  (20  cents) 
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